I. INTRODUCTION
This paper assesses why the 2008-2009 global economic recession impacted East Asia less than it did the United States (US) and the European Union (EU). The paper utilizes a "growth-with-resilience" (GWR) index aimed at measuring the extent to which a country can absorb or counteract external shocks and at the same time promote economic growth. 1 Although economic vulnerability is often associated with small states (Briguglio 1995) , the recent global recession has shown that no country is really sheltered from external economic shocks. This has brought the challenge of building economic resilience to the forefront of economic policy.
The two major economic centers of the world are currently the US and the EU, but many studies have predicted a move towards East Asia (e.g., Quad 2011, Grether and Mathys 2008) . A study comparing the three major economic centers of the world in terms of growth and resilience is therefore of interest.
The main findings of this paper are the higher GWR index scores for East Asia compared to those for the EU and the US, which may explain why the impact of the recent global recession had been milder on the region. The paper also reveals East Asia to be a very heterogeneous region, with major differences in economic, political, and social realities of the various countries, again more so than in the US and the EU. Therefore, the overall picture for East Asia may not apply to individual economies. This paper is organized as follows. Section II, which follows this introduction, outlines the main characteristics of East Asian economies and assesses the impact of the global recession on these economies. Section III describes the methodology for computing the GWR index, while Section IV presents the results of the index for the selected East Asian economies, comparing these with results for the US and the EU. Section V provides the conclusions of the study and discusses implications of results.
II. THE EAST ASIAN ECONOMIES

A. The Economies of East Asia
In this paper, East Asia refers to ten economies, six of which are members of the Association of Southeast Asian Nations (ASEAN) and the remaining four comprising the People's Republic of China (PRC); Hong Kong, China; the Republic of Korea; and Taipei,China. The population of East Asia as defined in this paper is about 2 billion, of which about 65% live in the PRC alone (see Table 1 ).
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There have been major developments in East Asian economies in the past 20 years or so, including a rapid process of foreign trade liberalization and, as a result, a high rate of foreign direct investment (FDI). Although there is extensive cooperation between East Asian countries, notably between the members of the ASEAN, economic integration is not very deep. The ASEAN Free Trade Agreement (AFTA) came into force in 1992. AFTA does not apply a common external tariff on imports, and each member is free to impose tariffs on goods entering from outside the area.
3 Economic relations between ASEAN and the other Asian economies covered by this study, however, have been increasing and there are now various preferential trade agreements in the region, with different rules of origin and tariff arrangements.
B. Major Divergences
The economies under consideration diverge markedly, differing in terms of population, stages of development, religious belief, political governance, and social development. One can see from Table 1 that Singapore and Hong Kong, Chinaʊtwo of the smallest members of the group in terms of populationʊhave relatively high gross domestic product (GDP) per capita and human development index (HDI) scores, while the larger countries (the PRC, Indonesia, and the Philippines) have relatively low GDP per capita and HDI scores. Governance arrangements also vary considerably, with some having negative scores on a political governance index (based on Kaufman, Kraay, and Mastruzzi 2010). The structures of these economies are also very divergent as can be seen from Table 2 . Lower-income countries such as Viet Nam, Indonesia, and the Philippines depend highly on agriculture and fishing, while higher-income economies (e.g., Singapore; Hong Kong, China; and Taipei,China) have very small agricultural sectors and relatively large services sectors. The smaller economies, as expected, tend to be more trade-oriented, with Singapore and Hong Kong, China leading in the openness score.
The structures of these economies are also very divergent as can be seen from Table 2 . 
C. The Impact of the Global Recession on East Asia
The global economic downturn had an impact on the growth process in East Asia with almost all countries in the region facing a reduction in demand in 2009. As shown in Table 3 , this resulted in slower growth rates compared to previous years. Economies that rely heavily on exports such as Hong Kong, China; the Republic of Korea; Malaysia; Singapore; Taipei,China; and Thailand experienced a downturn. In contrast, countries such as the PRC, Indonesia, and the Philippines, which rely to a lesser extent on exports and imports, did not experience negative growth, though they still went through a slowdown during the period.
With regard to the eurozone, the EU, and the US, changes in real GDP during 2009 were negative, and declines were higher on average than those of the 10 East Asian economies taken together. In order to assess the recovery following the global recession, we compared GDP and GDP per capita in 2007, the year before the impact, with figures in 2010, the year after the impact. This indicator is shown in Table 4 , which suggests that East Asian economies recovered better than the US and the EU in 2010. This paper argues that one reason for the sharp fall in real GDP of the EU and the US in 2009 and their slower recovery in 2010 compared to East Asia can be explained in terms of the lower degree of GWR ingredients in the US and the EU. 
III. CONSTRUCTING A GROWTH-WITH-RESILIENCE INDEX
To construct the GWR index, this paper mostly draws on two studies, one authored by Briguglio et al. (2006 and 2009) 
A.
The Economic Resilience Index Briguglio et al. (2006) argue that the term economic resilience can be used in two senses relating to the ability of an economy to: (i) recover quickly from harmful external economic shocks, and (ii) withstand the effect of such shocks.
The ability of an economy to recover from the effects of adverse shocks will be severely limited if, for example, there is a chronic tendency for large fiscal deficits. On the other hand, this ability will be enhanced when policy tools can be utilized to counteract the effects of negative shocksʊfor instance, when the fiscal position is strong, allowing policymakers to use discretionary expenditure or implement tax cuts to contrast the effects of negative shocks. This type of resilience is therefore associated with "shock-counteraction."
An economy is able to withstand shocks when these are neutered or rendered negligible. This type of resilience, which can be referred to as "shock absorption," is possible when mechanisms are in place to reduce the effects of shocks. For example, flexible markets could act as instruments of shock absorption, since negative external demand shocks affecting a particular sector could be met relatively easily by shifting resources to another sector enjoying stronger demand.
The authors hypothesize that the variables enabling a country to build economic resilience comprise the following: (i) economic factors measured by macroeconomic stability and market efficiency, and (ii) sociopolitical factors measured by good political governance and social development.
B. Macroeconomic Stability
According to Briguglio et al. (2006) , macroeconomic stability is conducive to economic resilience as it relates to the interaction between an economy's aggregate demand and aggregate supply. If aggregate expenditure in an economy moves in equilibrium with aggregate supply, the economy would be characterized by internal balance (manifested in a sustainable fiscal position, low price inflation, and unemployment rate close to the natural rate) as well as by external balance (reflected by the level of government debt). These can be considered as variables highly influenced by economic policy. Briguglio et al. (2006) propose that the macroeconomic stability component of resilience be measured by three variables: (i) the fiscal deficit-to-GDP ratio, (ii) the sum of unemployment and inflation rates, and (iii) the debt-to-GDP ratio.
C.
Market Efficiency Briguglio et al. (2006) further argue that if markets adjust rapidly to achieve equilibrium following an external shock, the risk of being negatively affected by such a shock would be lower than if market disequilibria persisted. Indeed, with very slow or non-existent market adjustment, resources will not be efficiently allocated in the economy, resulting in welfare costsʊfor instance, in the form of unemployed resources and waste or shortage in the goods markets. These considerations have important implications for shock-absorbing resilience.
Following a search for suitable indicators, Briguglio et al. (2006) decided to use a component of the Freedom of the World Index (Gwartney and Lawson 2005) that focuses on the regulation of credit, labor, and business. The index is aimed at measuring the extent to which markets operate freely, competitively, and efficiently across countries. It is designed to identify the effect of regulatory restraints and bureaucratic procedures on competition and the operation of markets.
Bureaucratic control of business activity tends to inhibit market efficiency as it limits competition and hinders the operation of markets. This occurs, for example, when regulation retards entry into business or when prices are determined by dictate hence discouraging private sector involvement. Such actions impede the adjustment of markets and hence their ability to absorb shocks.
Similar considerations apply in the case of the labor market. Here, interference relates to unduly high unemployment benefits, which could undermine the incentive to accept employment; excessive restrictions on dismissal; minimum wage impositions; centralized wage setting; and conscription. All these could preclude work effort, limiting the ability of an economy to recover from adverse shocks.
D.
Socio-political Factors 5 Briguglio et al. (2006) believe that good political governance is essential for an economic system to function properly and hence to be resilient. Good governance is associated with issues such as rule of law and property rights. Without mechanisms of this kind in place, it may be relatively easy for adverse shocks to result in economic and social chaos and unrest, and the effects of vulnerability to external shocks would be exacerbated. There are various indicators of political governance including that produced by the World Bank (Kaufmann, Kraay, and Mastruzzi 2010 ). An analysis of these indices would indicate that the highest rankings in terms of good governance tend to be associated with economic success in terms of GNI per capita (Curmi 2009 ). Briguglio et al. (2006) also argue that social development indicates the extent to which relations within a society are properly developed, enabling effective functioning of the economic apparatus without hindrance of civil unrest. Social development can also indicate the extent to which effective social dialogue may take place in an economy which, in turn, would enable collaborative approaches towards the undertaking of corrective measures in the face of adverse shocks. Briguglio et al. (2006) propose that the social development component of economic resilience be measured by the education and health indicators used in constructing the UNDP Human Development Index (HDI).
E. Factors Conducive to Economic Growth
In identifying countries that attained high growth rates and establishing the reasons for their success, the Commission on Growth and Development (2008) listed 13 countries with an average growth rate of 7% or higher for 25 years in the 5 It should be noted that the GWR index constructed in this paper does not have separate "good governance" and "social" components. However the "institutions" and the "soundness of banks" indicator which are used for the GWR index, is likely to capture these factors. post-war period. These were Botswana; Brazil; the PRC; Hong Kong, China; Indonesia; Japan; the Republic of Korea; Malaysia; Malta; Oman; Singapore; Taipei,China; and Thailand. The findings of the Growth Commission present useful insights on the issue of economic growth.
Five key Ingredients
In describing its findings, the Growth Commission considered five key ingredients that helped sustain high levels of growth. These are enumerated below.
Economic openness. This enabled successful countries to import ideas, technology, and know-how from the rest of the world and at the same time exploit global demand. It also spurred inward FDI and investment by multinational companies in turn leading to technological advance and the creation of export markets.
Economic stability. A steady environment was found to encourage investment and leave room for maneuver when the economy fell under pressure. Conversely, volatility and unpredictability were found to discourage private sector development and discourage savings.
High rates of saving and investment, including public investment in infrastructure. Had a high degree of inflation prevailed in these countries, wealth could have been redistributed from savers to debtors, possibly discouraging people from holding financial assets. In some cases, direct measures to encourage or even enforce thrift were employed as in the case of Singapore and Malaysia. (iv)
Reliance on a market system. Markets were free to allocate resources, provide price signals, and encourage competitive private sector participation. The Growth Commission argued that even in the PRC and Singapore, where the political role of the government was very prominent, the administration had been essentially laissez-faire in the economic (though not the political) sphere. There were government interventions such as the provision of tax breaks, subsidized credit, direct lending, and similar government-led initiatives, but generally speaking, these measures were not restrictiveʊon the contrary, they often enhanced mobility in the factors of production, particularly labor, leading to the destruction of jobs with low productivity while creating more productive ones.
(v) Sound institutions. These played a major role in terms of defining property rights, enforcing contracts, and encouraging fair trading. The Growth Commission argued that the immaturity of institutions may well be synonymous with underdevelopment. In addition, growth requires credibility and commitment in governance.
F. Juxtaposing Growth with Resilience
Combining the resilience index proposed by Briguglio et al. (2006) and the findings of the Growth Commission (2008), it is possible to identify a number of economic traits that are likely to lead to growth with resilience, all of which can be associated with good economic governance. These elements shall be used in this study to construct the GWR index in order to compare the impact of the global recession on East Asia with that on the US and the EU.
The GWR index proposed in this paper has three components: (i) the market flexibility indicator, (ii), the macroeconomic stability indicator, and (iii) the sources-of-growth indicator.
The market flexibility component was introduced on the assumption that markets that operate well allow a country to better absorb external shocks and therefore be more resilient, as explained above, with reference to Briguglio et al. (2006) .
The macroeconomic stability component indicates whether an economy has room to maneuver if it is hit by an external shock. The raison d'etre for including the stability component has been explained in Briguglio et al. (2006) , as indicated earlier.
The sources-of-growth indicator has two subcomponents: investment (and by implication savings) as a percentage of GDP and sound institutions, both of which were given major importance by the Growth Commission (2008).
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Investment may be considered as an indicator of the extent to which resources are assigned for economic growth. 7 The institutions component was introduced recognizing that economic growth required sound and credible economic management as explained above with regard to the Growth Commission report. Flexibility, stability, and sources-of-growth indicators are summarized in Figure 1 , which shows the basic arguments underpinning each indicator. These 6 The openness indicator identified by the Growth Commission (2008) as an ingredient of economic growth is not used in the GWR index developed in this paper. In the opinion of the present authors, a high degree of openness is not a policy-induced variable but an inherent characteristic of small states. It is essentially an indicator of economic vulnerability rather than resilience. However, the possible policy-induced factors associated with openness identified by the Growth Commission are probably captured by the institutions indicator introduced in the GWR index.
7 Results do not change significantly when the savings-to-GDP ratio is replaced by the investment-to-GDP ratio.
components are used in this paper to assess the degree of growth with resilience of 10 East Asian countries in comparison to the US and the EU. These flexibility, stability, and sources of growth indicators will be used to assess the degree of "growth with resilience" of 10 East Asian countries and compare them with the US and the EU.
IV. GROWTH WITH RESILIENCE IN EAST ASIA, THE EU, AND THE US
The GWR index proposed in this study is computed from data derived from three main sources: (i) the IMF World Economic Outlook (IMF 2011), (ii) the Freedom of the World Index (Gwartney, Hall, and Lawson 2010) , and (iii) the World Competitiveness Report (World Economic Forum 2008 , 2009 .
A. The Growth-with-Resilience Index
The GWR index developed in this paper draws on the index proposed in Briguglio et al. (2006) but adds a component related to sources of growth based on the arguments of the Growth Commission (2008). The components of the index are shown in Table 5 . Appendix 1 presents the data and gives more information about the sources. 
B. Rescaling the Data
The data are standardized or rescaled using the following formula to enable summation and averaging of the three components,
where ܺܵ is the standardized observation in an array of observations of a given variable, ܺ is the actual observation in an array of observations of a given variable, ܺ ௫ is the maximum-valued observation in an array of observations of a given variable, and ܺ is the minimum-valued observation in an array of observations of a given variable. It can be shown that ܺܵ takes a value of between 0 and 1.
C. Weighting
Equal weights (0.333) are assigned to each of the three main components.
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The issue of weights is very contentious and has been discussed at length in various studies (see Farrugia 2008) . In practice, authors of composite indices use either use equal weights, as in this study, or else put forward ad hoc arguments to justify unequal weights. It should therefore be stated here that alternative weightings will likely produce results different from those in this study.
Following is a summary of the results.
D. Market Flexibility Component
The market flexibility component has two subcomponents, one that measures the extent to which markets operate efficiently and another relating to soundness of the banking system. Explaining why the second subcomponent was included is warranted at this point.
The market efficiency index emphasizes the importance of freely and properly operating markets for allocative efficiency. It relates, in particular, to the ability of an economy to reallocate resources quickly and effectively following an economic shock. However, Briguglio et al. (2009) argue that this fundamentally neoliberal approach should be balanced by an emphasis on the soundness of the banking system. Thus, the GWR index proposed here views free markets and a framework of financial bank prudence as two essential aspects of a properly working market.
The results shown in Table 6 indicate that in East Asia, Hong Kong, China has the most efficient market, followed by Singapore, Malaysia, and Thailand, in that order. The US is also characterized by a highly efficient market but this is being weighed down by the weakness of banks. The EU suffers from various market inefficiencies, and the eurozone even more so. A closer look at the index suggests that market inefficiencies in Europe stem mostly from labor market regulations, particularly those relating to hiring and firing and bureaucracy costs.
The PRC has the lowest score in terms of market efficiency, ranking last among all countries. The main reason for this relates to the ownership of banks, the presence of regulations, and price controls. At the same time, confidence in banks is not as low as it is in the US and the EU. 
E. The Macroeconomic Stability Component
The macroeconomic stability component has four subcomponentsʊinflation, unemployment, the government deficit, and gross public debt. 9 These basically indicate if an economy has room to maneuver when hit by an external shock. 10 It should be noted that data for the macroeconomic component had been averaged over an eight-year period (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) to eliminate changes relating to the business cycle.
The macroeconomic stability scores of the GWR Index are shown in Table  7 . Each subcomponent had been assigned equal weights. The results indicate that Hong Kong, China; the Republic of Korea; the PRC; and Taipei,China were the most stable economies, with Indonesia, the Philippines, and Viet Nam being relatively more unstable. The eurozone exhibited more instability than East Asia, considered collectively. ASEAN 6 = Indonesia, Malaysia, the Philippines, Singapore, Thailand, and Viet Nam; East Asia 4 = the PRC; Hong Kong, China; the Republic of Korea, and Taipei,China; East Asia 10 = comprises ASEAN 6 and East Asia 4 economies; EU = European Union; Eurozone = comprises the 17 EU members that have adopted the euro. a The raw data are presented in Appendix 1, Table A1 .2. Note: Higher scores represent a higher degree of stability. Source: Authors' calculations.
9 Net debt may also be considered as an indicator of indebtedness. However, the concept of net debt ushers in a number of problems. First, data on net debt across countries is often not available. Second, there are conceptual problems associated with the choice of assets to consider when differentiating between gross and net debt. Also, governments need to refinance their gross debt and therefore gross debt may really matter when one considers government insolvency. 10 The current account balance could be added as this may indicate the extent to which domestic demand outpaces supplyʊanother cause of instability. We decided to leave out the current deficit, which is related to the difference between savings and investment, so as not to assign excessive weight to the growth resources component. However, the results would not have changed markedly if the current account deficit had been introduced with equal weighting as the other instability components.
F.
Sources-of-Growth Component Table 8 shows the results for the sources-of-growth component. It has two subcomponentsʊthe investment to GDP ratio and an institutions indicator.
11 In East Asia, the PRC; Singapore; Hong Kong, China; and Viet Nam have relatively high scores, while the Philippines and Indonesia have relatively low scores. The EU and the US have generally lower scores than East Asia, with the US exhibiting the lowest scores. Table 9 presents the average of the three components of the GWR index. Economies with the highest scores are Hong Kong, China; Singapore; Thailand; and Malaysia. With the lowest scores are Indonesia and the Philippines.
G. Growth-with-Resilience Scores
The four high-GWR countries were highly impacted by the global recession and registered relatively high declines in real GDP in 2009 (see Table 3 ). In contrast, the two low-GWR countries, though affected by the global downturn, did not even register a fall in GDP during the period.
The question arises therefore as to why Hong Kong, China; Singapore; Thailand; and Malaysia have relatively high GWR scores. The answer to this seeming contradiction is that while these economies are highly export-oriented and therefore very open, Indonesia and the Philippines are more domestically oriented.
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Looking at the regional scores of the GWR index, East Asia as a region registered higher scores than the US and the EU. This may explain why it had not been as deeply affected as the US and the EU by the global financial crises and the consequent recession. 
V. CONCLUSION
This paper constructed a growth-with-resilience index based on three componentsʊmarket flexibility, macroeconomic stability, and sources of growthʊand used this to compare East Asia with the EU and the US. The main findings are the higher GWR scores for East Asia, which may explain why the impact of the 2008-2009 global recession on the region was milder.
The study also revealed East Asia to be a very heterogeneous area, with major differences in the countries' economic, political and social realities, being seemingly larger than those in the US and the EU. Therefore the East Asia average should be interpreted with some caution. Indeed, the Philippines and Indonesia in East Asia actually registered lower GWR scores than the EU or the US.
The main policy implication of this study is that the pursuit of macroeconomic stability and market flexibility would enable countries to better withstand external shocks. This ability could be reinforced by high rates of saving and investment and the development of appropriate institutions conducive to growth. 
APPENDIX 1: THE DATA
APPENDIX 2: SUBCOMPONENTS OF MARKET FLEXIBILITY
Market Regulations
The market regulations index produced by Gwartney et al. (2010) as part of the Freedom of the World Index has three main headings: (i) credit market regulations, (ii) labor market regulations, and (iii) product market regulations.
Each heading has the following components: 
Soundness of Banks
The soundness of banks index was developed by the World Economic Forum as part of the eighth pillar, financial market development, of its global competitiveness index (World Economic Forum 2010) . It is formulated from experts' responses to the following question: "How would you assess the soundness of banks in your country?" Scores range from 1 (insolvent and may require a government bailout) to 7 (generally healthy with sound balance sheets).
APPENDIX 3: SUBCOMPONENTS OF INSTITUTIONS
The institutions index developed by the World Economic Forum as the first pillar of its global competitiveness index (with a weight of 15% of the GCI) is very wide-ranging in its coverage and relates to public and private institutions (the former being weight 3 times as much as the latter) (World Economic Forum 2010 efficacy of corporate boards iii. protection of minority shareholders' interests iv. strength of investor protection APPENDIX 4: THE WEIGHTING SCHEME 
